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SUBJECT: Bank Tax Rate Excess Over Ceneral Tax/Local Agency Financial A d Fund/In-
Li eu Provision

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

X FURTHER AMENDMENTS NECESSARY.
DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALY SISOF BILL ASAMENDED JANUARY 28, 1998, STILL APPLIES.

OTHER - See comments bel ow.

SUMWARY OF BILL

Under Bank and Corporation Tax Law (B&CTL), this bill would rmake the foll ow ng
changes to the in-lieu tax for banks and financial corporations:

require that a percentage of the revenues fromthe in-lieu tax be deposited
into the Financial Aid to Local Agencies Fund (the Fund), which would be
created by the bill, for disbursenent to all cities and counties
(municipalities) based on a specified fornul a;

require that banks and financial corporations in each city sem annual ly report
to the Franchi se Tax Board (FTB) any information necessary to determ ne the
distribution of funds to nunicipalities;

require the FTB to notify the Controller of the amount of collected taxes
attri butable to the bank tax; and

specify that the tax would not be in-lieu of nondiscrimnatory parcel taxes.

SUWVARY OF ANMENDMENT

The March 5, 1998, anendnents:
Specify that for the 1998-99 fiscal year only, 50%of in-lieu revenues would be
transferred to the Financial Aid to Local Agencies Fund (the Fund) and that for
each year thereafter, 100% would be transferred; and
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Provide a fornmula for distribution to cities, counties and cities and

uni
f ol

ncor porated area of each county (rmunicipalities), which is allocated as
| ows:

50%to cities, cities and counties and unincorporated areas of counties based

on
al |

the proportion of payroll in the nmunicipality bears to the total payroll of
banks and financials in the state;

25%to cities and cities and counties based on the proportion of popul ation
that each city or city and county bears to the total popul ation of al
residents in all cities and cities and counties; and

25% to each county and city and county based on the proportion of population in
t he uni ncorporated area that each county or city and county bears to the tota
popul ation of all residents in all counties and cities and counties. Each
county’s share of population is the population of the unincorporated area of
the county.

SPECI FI C FI NDI NGS

Wth the exception of the change in the forrmula for determ ning the distribution
of funds to nmunicipalities and a revised revenue estimate due to a change in the
percentage of in-lieu revenue going to nunicipalities, the specific findings of
the departnent’s prior analyses of this bill still apply.

| npl ement ati on Consi derati ons

This bill raises a nunber of inplenmentation concerns regarding reporting
requi renents, which include:

the source of data the FTB would use to determ ne the popul ati on of

muni ci palities for purposes of determ ning the appropriate distributions;

banks and financial corporations would be required to report any
necessary information, but the nmethod of transm ssion is not specified,
nor is it clear whether the FTB could specify the nmedium of transm ssion.
Transmi ssion by a nmeans ot her than el ectronic data interchange or
magneti c nedia would add to the departnment’s cost to administer the bill
FTB woul d be required to determ ne the payroll that each nunicipality’'s
banks and financial corporations bears to the total payroll of al
California banks and financial corporations, but would provide no nmeans

to compel accurate reporting by banks and financial corporations. |If the
FTB is expected to provide for accurate distributions to nunicipalities,
the bill should provide for a penalty in the event banks and fi nanci al

corporations fail to provide needed information

Techni cal Consi derati ons

Section 19604 provides that anounts determ ned according to Section 19606
woul d not be deposited in the Bank and Corporation Tax Fund (B&C Fund).
However, Section 19606, which provides that the Controller would transfer
the noney identified (50%of the in-lieu rate in 1998-99 and 100%
thereafter) by the FTB fromthe B&C Fund to the Fund, inplies that the in-
lieu tax would be placed in the B&C Fund prior to transfer to the Fund.
Amendnents 1 and 2 woul d make consistent that the amounts determ ned under
Section 19606 woul d be deposited in the B& Fund and transferred to the Fund
for distribution to cities.
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FI SCAL | MPACT

Tax Revenue Esti mate

Revenue | osses to the CGeneral Fund under the Bank & Corporation Tax Law are
estimated to be:

Effective Wth Fiscal Years
Begi nni ng 1998-9
(In MI11lions)
1998-9 1999-0 2000-1
($80) ($172) ($178)

Thi s anal ysis does not consider the possible changes in enploynment, persona
i ncome, or gross state product that could result fromthis measure.

Tax Revenue Di scussion

Revenue | osses to the General Fund under the Bank & Corporation Tax Law
woul d depend on the anpunt of profits reported by banks and ot her
corporations subject to the in-lieu tax rate.

The above estimate was based on the actual revenue collected fromthe in-
lieu rate for the 1995 tax year ($140 million) and projected to 1998-9 using
t he Departnent of Finance (Decenber 1997) projected growh in corporate
revenues. These noneys woul d be collected by the Franchi se Tax Board and
transferred to the State Controller for deposit in the Financial Aid to
Local Agencies Fund, which this bill would create.

BOARD POSI TI ON

Pendi ng.



Anal yst Colin Stevens
Tel ephone # 845-3036
At t or ney Doug Bramhal |

FRANCHI SE TAX BOARD S
PROPOSED AMENDMENTS TO AB 511
As Anended March 5, 1998

AVENDMENT 1
On page 2, line 4-5, strike “and anmounts determ ned pursuant to
Section 19606, "
AVENDMENT 2
On page 3, line 3, after “part” insert:

, be transferred into the Financial Aid to Local Agencies Fund pursuant to
Section 19606,



